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! 5 GoniinUiits of NextEra Energy Resources and LS Power

On the Arizona Public Service and Tucson Electric Power
Integrated Resource Plan

Introduction

Ne xtEra

Ne xtEra  is  the  la rge s t de ve lope r, owne r, a nd ope ra tor of re ne wa ble  e ne rgy in North
Ame rica , with a pproxima te ly 9,000 Me ga wa tts  (MW) of wind e ne rgy. Ne xtEra  ha s  a  dive rs ifie d
power gene ra tion portfolio in ope ra tion across  24 s ta te s  and Canada  and enjoys  an unma tched
tra ck re cord in  the  de ve lopme nt a nd ope ra tion of s ola r a nd wind e ne rgy fa cilitie s . As  o f
De ce mbe r 2011, Ne xtEra  ha s  a pproxima te ly 17,000 MW of e le ctric ge ne ra tion in ope ra tion.
Additiona lly, Ne xtEra  ha s  ove r 1,300 MW of ne w wind proje cts  unde r cons truction tha t a re
scheduled to be  placed into se rvice  in 2012. NextEra  likewise  has  cons ide rable  expe rience  with
sola r gene ra tion, including its  310 MW Sola r Electric Gene ra ting Sys tems  (SEGS) facility in the
Ca lifornia  Moja ve  De se rt, the  la rge s t sola r fa cility in the  Unite d S ta te s . Ne xtEra  is  curre ntly in
cons truction or ha s  re a che d a dva nce d s ta ge s  of de ve lopme nt on four a dditiona l sola r proje cts ,
which will a dd 875 MW of sola r ge ne ra tion to Ne xtEra 's  sola r portfolio.

In Arizona , Ne xtEra  de ve lope d, owns , a nd ope ra te s  the  99.2 MW P e rrin Ra nch wind
fa cility in  the  Willia ms area. Pe rrin Ra nch, whose  ge n-tie  wa s  a pprove d by the  Commiss ion in
201 l, re pre se nts  a  $200 million inve s tme nt in Arizona . In a ddition, Ne xtEra  ha s  fully pe rmitte d
the  250 MW sola r photovolta ic Sonoran project in Maricopa  County. The  Commiss ion approved
the  Line  S iting Committee  recommenda tion for the  Sonoran project in la te  201 l .

LS  P owe r

LS  P owe r is  a  priva te ly he ld e ntity focuse d e xclus ive ly on de ve loping, inve s ting in, a nd
managing la rge -sca le  power gene ra tion and transmiss ion projects  throughout the  United S ta te s .
S ince  its  ince ption in  1990, LS  P owe r ha s  re ma ine d a  le a de r a mong inde pe nde nt powe r
produce rs  by continuing to provide  highly compe titive , flexible , a rid innova tive  product offe rings
for our cus tomers .

LS  Powe r ha s  succe ss fully pe rmitte d a nd de ve lope d ove r a  doze n Gre e nfie ld dome s tic
power gene ra tion and transmiss ion projects , tota ling in excess  of 8,000 megawa tts  of e le ctrica l
output, and 450 mile s  of high-voltage  transmiss ion facilitie s , representing a  capita l inves tment of
ove r $7 billion.

In Arizona , LS  P owe r ha s  owne d a nd ope ra te d the  Arlington Va lle y a nd Griffith na tura l
ga s  fire d combine d cycle  pla nts . In 2012, LS  Powe r be ga n cons truction on the  Arlington Va lle y
S ola r Ene rgy fa cility (AVS E), a  $500 million, 125 MW s ola r photovolta ic proje ct in Ma ricopa
County. An a dditiona l 125 MW pha se  of the  AVS E is  fully pe rmitte d by both the  ACC a nd the
County. It is  re a dy to be gin cons truction.
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Comments on APS's Integrated Resource Plan

Ne xtEra  a nd LS  P owe r comme nd AP S  on the  thoughtful a nd compre he ns ive  s e t of
options  it pre se nte d in its  IP  filing to the  ACC. AP S  include d four s ce na rios : 1) the  ba se  ca se ;
2) the  four corne rs  continge ncy, 3) the  e nha nce d re ne wa ble  e ne rgy s ce na rio, a nd 4) coa l
re tirement. APS  included in its  ana lys is  of each scena rio the  tradeoffs  be tween the  choice s  and
a n e s tima tion of the  cos ts  for e a ch s ce na rio . All the  s ce na rios  re quire  a dditiona l ca pita l
e xpe nd itu re s  a s  de ma nd  incre a s e s  th rough  2027 , re ne wa b le  po rtfo lio  s ta nda rd  (RP S )
requirements  ramp up through 2025, coa l plants  a re  re tired, and na tura l gas  genera tion is  added.
The base  case  assumes 3,712 MW of new natural gas and 685 MW of new renewable  resources.

As  the  Commiss ion we ighs  the  options  be fore  it, it is  worth noting tha t the  primary tene ts
of in te gra te d  p la nning  include  portfo lio  ma na ge me nt, ris k mitiga tion , ba la nce , cos t, a nd
divers ifica tion. Of the  scenarios  APS presented, both the  enhanced renewable  case  and the  coa l
re tirement case  would increase  the  use  of renewable  energy as  a  proportion of the  resource  mix.
The  coa l re tire me nt ca s e  a s s ume s  four a dditiona l na tura l ga s  combine d cycle  pla nts  a nd a n
additiona l 1000 MW of renewable  gene ra tion compared to the  base  case . Na tura l gas  increases
a s  a  portfolio mix from 24.7% toda y to 46% in 2027. The  coa l re tire me nt ca s e  s ignifica ntly
incre a s e s  re lia nce  on na tura l ga s  a nd fue l price  vola tility, but mitiga te s  a  portion of tha t ris k
through a dditiona l re ne wa ble  re s ource s  tha t re duce  e xpos ure  to fue l cos t vola tility. This  pla n
reduces environmenta l compliance  cost exposure  as  well as  carbon risk and water usage .

The  e nha nce d re ne wa ble  e ne rgy ca s e  is  a  ba la nce d portfolio with 30% of re ta il s a le s
be ing s ource d from re ne wa ble  re s ource s  in 2025, a nd only a  mode s t incre a s e  in fos s il fue l
ge ne ra tion - a  s ingle  ne w combine d cycle  re s ource  in 2020. APS  s ta te s  tha t the  e nha nce d
renewable  ene rgy scena rio "s ignificantly reduces  re liance  on na tura l gas  and a ssocia ted na tura l
ga s  price  vola tility."

The  e nha nce d re ne wa ble  e ne rgy s ce na rio provide s  the  be s t me a ns  of ris k mitiga tion.
While  both the  ba se  ca se  a nd e nha nce d re ne wa ble  e ne rgy ca se  a re  dive rs ifie d a nd ba la nce d,
unde r the  enhanced renewable  ene rgy case , 90% of new ene rgy supply would be  sourced from
e miss ions -fre e  e ne rgy source s , a nd APS  prope rly a ssume s  it is  like ly tha t ca rbon will be  price d
into energy costs  during the  planning period. Thus, the  enhanced renewable  energy case  has  the
a dva nta ge  of providing le s s  e xpos ure  to e nvironme nta l complia nce  a nd ca rbon ris k. The
e nha nce d re ne wa ble  e ne rgy ca se  a lso fe a ture s  a  lowe r fue l commodity risk, s ince  re ne wa ble
resources have zero emissions and zero marginal energy costs .

Ne xtEra  a nd LS  P owe r e ncoura ge  the  Commis s ion to cons ide r the  tra de offs  in e a ch
scena rio and we igh the  risk mitiga tion advantages  of the  enhanced renewable  ene rgy scena rio
a ga ins t the  re la tive ly s ma ll incre me nta l cos t of this  s ce na rio. As  AP S  note s  in the  IP , a ll the
s ce na rios  a re  within a  3.6% va ria nce  on a  ne t pre s e nt va lue  ba s is . Only the  ba s e  ca s e  a nd
enhanced renewable  case  mitiga te  ove r-re liance  on na tura l gas  and the  a ssocia ted exposure  to
fue l cos t va ria bility a nd ris k. Howe ve r, the  e nha nce d re ne wa ble  e ne rgy ca se  ha s  lowe r ga s
cons umption compa re d to the  ba s e  ca s e , with the  a dde d a dva nta ge s  of lowe r e nvironme nta l
compliance  risk and reduced water use . APS s ta tes :

2
631633v1



Docket No. E-00000A-11-0113

The  Ba se  Ca se  P ortfolio provide s  the  lowe s t cumula tive  ca pita l e xpe nditure s
a nd re ve nue  re quire me nts  of a ll portfolios  a na lyze d. The  two portfolios  tha t
re tire  some  or a ll of AP S 's  coa l fle e t do provide  re duce d CON e mis s ions  a nd
wa te r usage , howeve r, they come  with the  tradeoff of a  s ignificant increa se  in
na tura l ga s  burn a nd highe r cos t. In a ddition, the se  portfolios  do not provide
the  same level of fue l diversity as  e ither the  Base  Case  or Enhanced Renewable
portfolios , a nd re s ult in AP S  be coming la rge ly de pe nde nt upon na tura l ga s
re sources  to mee t future  cus tomer needs . The  Enhanced Renewable  Portfolio
provide s  a  compa ra tive ly lower na tura l ga s  burn than the  Base  Case  Portfolio
due  to its  incre a s e d re lia nce  on re ne wa ble  re s ource s , which a ls o re s ults  in
modest improvements in CON and water use. 1

As shown be low, while  the  enhanced renewable  energy case  appears  to involve  re la tive ly
higher costs as depicted in the chart presented by APS, the enhanced renewable energy case
actually represents  a  less  than 5% net increase  in tota l costs  over the  base  case . This  incrementa l
cos t could readily be  exceeded by higher than expected ca rbon costs  and more  vola tility in
natura l gas pricing under the  other scenarios. In addition, the  enhanced renewable  energy
scenario cost could be  mitiga ted a t leas t through 2016 through the  higher Investment Tax Credit
[ITC].

Comparative Analysis:
Differences from Base Case Portfolio in 2027
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Renewable Costs and Expiring Federal Tax Incentives

The  Commis s ion like wis e  s hould cons ide r the  diffe re nt policy drive rs  tha t will a ffe ct
re ne wa ble  e ne rgy de ve lopme nt a nd cos ts  in the  coming ye a rs , including the  ITC. The  ITC
represents  a  30% discount to renewable  energy costs  and a  transfer of tha t va lue  from the  federa l
gove rnme nt to Arizona . Eve n if the  ITC e xpire s  a s  curre ntly e nvis ione d in 2016, it gre a tly
a ffe cts  the  e conomic tra de offs . While  the  IP  proce s s  is  a bout p la nning  a nd  not s pe cific

1 Arizona Public Service Company, 2012 Integra ted Resource Plan, March 2012, page 56.
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procure me nt ru le s , it is  a ppropria te  to  cons ide r the  va lue  of va rious  policy choice s  whe n
ba la ncing the  cos t of the  a lte rna tive s . Ne xtEra  a nd LS  P owe r e ncoura ge  the  Commis s ion to
consider the  procurement rules  and commercia l a rrangements  tha t should be  in place  prior to the
ITC e xpira tion s o tha t de ve lope rs  a nd loa d-s e rving e ntitie s  (LS Es ) ca n ma ximize  the  ITC
be ne fits  for Arizona  cons ume rs . Curre ntly, proje cts  mus t me e t a  comme rcia l ope ra tion da te
(COD) a t the  e nd of 2016 to ta ke  a dva nta ge  of the  ITC. The  Commiss ion's  policie s  a re  critica l
for enabling Arizona  utilitie s  to capture  the  ITC bene fit for consumers .

APS 's  unmet renewable  need begins  in 2017, and thus  does  not a ssume  the  current ITC
va lue  in its  e conomic a na lys is . Ins te a d, it a s s ume s  the  ITC continue s  pa s t 2016 a t 10%. In
a ddition, purs ua nt to  ACC de cis ion No. 71448, AP S  will procure  a n a dditiona l 1 .7  million
megawatt-hours  of renewable  energy by December 15, 2015 than otherwise  required to mee t the
s ta te  Re ne wa ble  Ene rgy S ta nda rd (RES ). Howe ve r, the  re s ult of the  a dditiona l re ne wa ble
p rocu re me n t in  the  e a rly ye a rs  is  tha t AP S  ha s  re la tive ly little  inc re me n ta l re ne wa b le
procurement from 2015 and 2020 (a s ide  from demand increases) be fore  a  s ignificant s tep up in
re ne wa ble  procure me nt from 2021 to 2027. Unde r the  e nha nce d re ne wa ble  pla n, AP S  would
procure  1,170 MW between 2015 and 2027 and 180 MW under the  base  case  scenario.

The  Commission should consider options  such as  front loading renewable  procurement to
a llow cons ume rs  to ta ke  a dva nta ge  of the  ta x cre dit be fore  it e xpire s . This  ma ke s  e ve n more
economic sense  to the  extent the  Commission se lects  the  enhanced renewable  or coa l re tirement
pla nning a pproa ch, e ithe r of which would e nta il la rge r portions  of re ne wa ble  re s ource s  in the
portfolio than the  base  case . It would a lso reduce  the  e s tima ted cos t of sola r procurement by an
additional 20% and reduce  the  tota lity of the  enhanced renewable  case .

Re ga rdle s s  of the  s ce na rio ultima te ly s e le cte d, Ne xtEra  a nd LS  P owe r s ugge s t the
Commiss ion cons ide r a llowing a t le a s t fifty pe rce nt or more  of the  re ne wa ble  me ga wa tts  of the
pa rticula r scena rio be  procured in advance  to take  advantage  of the  tax credit be fore  it expire s .
For e xa mple , if the  Commis s ion  s e le c ts  the  ba s e  ca s e , the  e n tire  90  MW of re ne wa ble
procurement could be  procured in time  to capture  the  expiring ITC in 2016. Under the  enhanced
re ne wa ble  sce na rio, a n e ve n gre a te r a mount of re ne wa ble  e ne rgy, a t le a s t 585 MW, would be
procured in advance  a t a  price  tha t takes advantage  of the  ITC.

Utilitie s  should ha ve  the  fle xibility to s tructure  tra nsa ctions  in a  ma nne r tha t minimize s
the  ris ks  to cons ume rs  of ove r-procure me nt in the  s hort-te rm, while  providing the m with the
comme rcia l fle xib ility to  ca p ture  the  cons ume r be ne fit from the  ITC ove r the  long-te rm.
Es ta blishing procure me nt a uthority in this  RPS  docke t will a llow the  ma rke t to cra ft comme rcia l
s tructures  and the  utilities  to consider how to cost-e ffective ly meet the ir RPS needs beyond 2016.

Ru lin g  o n  th e  IP

We unders tand from the  August 22"" workshop tha t Commiss ion S ta ff intends  to provide
a  re comme nda tion on the  IRis  in De ce mbe r of this  ye a r, in orde r to fa cilita te  a  Commis s ion
de cis ion in April 2013. The  utilitie s  re quire  guida nce  from the  Commiss ion in pla nning ove r the
ne xt 15 ye a rs . De ve lope rs  ne e d to unde rs ta nd the  S ta te 's  re source  policie s  a nd the  pote ntia l
de ma nd for s upply re s ource s . Ne xtEra  a nd LS  P owe r e ncoura ge  the  Commis s ion to provide

631633v1



Docket No. E-00000A-11-0113

cle a r dire ction to utilitie s  a nd the  ma rke t with re ga rd to the  re s ource  portfolios  for which the y
s hould pla n. Utilitie s  would the n pla n the ir procure me nt in a ccorda nce  with the  Commis s ion's
dire ction, including bringing s pe cific  re s ource  procure me nt options  to  the  Commis s ion in
accordance  with the  adopted plan. Deve lope rs  would be  provided direction tha t is  important for
inve s tme nt. Cons ume rs  would be  a s s ure d a  ba la nce d a pproa ch tha t cons ide rs  ris ks  ove r the
long-te rm and the  cos ts  and benefits  of the  va rious  re source  procurement options . It is  important
to dis tinguish be twe e n pla nning a nd procure me nt in this  docke t. The  IP  should provide  policy
guida nce  to  the  u tilitie s  tha t the y ca n us e  whe n ma king the ir procure me nt de cis ions  tha t
ultima te ly ge t submitte d for Commiss ion a pprova l. The  spe cific procure me nt de cis ions  will be
le ft to the  a nnua l imple me nta tion pla ns , which should re fle ct the  policy guida nce . The  va lue  of
the  IP  is  a  long-te rm pe rspective  tha t ba lances  cos ts , bene fits , and risks  to re sult in a  de libe ra te
approach to planning and procurement over the  long-te rm.

We thank you for your cons ide ra tion.
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